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expense and a reduction of the obliga-
tion so as to produce a constant peri-
odic rate of interest on the remaining 
balance. 

§ 367.20 Depreciation accounting. 
(a) Method. Service companies must 

use a method of depreciation that allo-
cates in a systematic and rational 
manner the service value of depreciable 
property over the service life of the 
property. 

(b) Service lives. Estimated useful 
service lives of depreciable property 
must be supported by objective evi-
dence and analysis, including where ap-
propriate engineering, economic, or 
other depreciation studies. 

(c) Rate. Service companies must use 
percentage rates of depreciation that 
are based on a method of depreciation 
that allocates the service value of de-
preciable property over the service life 
of the property. Where composite de-
preciation rates are used, they must be 
based on the weighted average esti-
mated useful service lives of the depre-
ciable property comprising the com-
posite group. 

§ 367.22 Accounting for asset retire-
ment obligations. 

(a) An asset retirement obligation 
represents a liability for the legal obli-
gation associated with the retirement 
of a tangible, long-lived asset that a 
service company is required to settle as 
a result of an existing or enacted law, 
statute, ordinance, or written or oral 
contract, or by legal construction of a 
contract under the doctrine of promis-
sory estoppel. An asset retirement cost 
represents the amount capitalized 
when the liability is recognized for the 
long-lived asset that gives rise to the 
legal obligation. The amount recog-
nized for the liability and an associated 
asset retirement cost must be stated at 
the fair value of the asset retirement 
obligation in the period in which the 
obligation is incurred. 

(b) The service company must ini-
tially record a liability for an asset re-
tirement obligation in account 230, 
Asset retirement obligations 
(§ 367.2300), and charge the associated 
asset retirement costs to service com-
pany property (including account 101.1 
in § 367.1011) related to the property 

that gives rise to the legal obligation. 
The asset retirement cost must be de-
preciated over the useful life of the re-
lated asset that gives rise to the obli-
gations. For periods subsequent to the 
initial recording of the asset retire-
ment obligation, a service company 
must recognize the period to period 
changes of the asset retirement obliga-
tion that result from the passage of 
time due to the accretion of the liabil-
ity and any subsequent measurement 
changes to the initial liability for the 
legal obligation recorded in account 
230, Asset retirement obligations 
(§ 367.2300), as follows: 

(1) The service company must record 
the accretion of the liability by deb-
iting account 411.10, Accretion expense 
(§ 367.4118); and 

(2) The service company must recog-
nize any subsequent measurement 
changes of the liability initially re-
corded in account 230, Asset retirement 
obligations (§ 367.2300), for each specific 
asset retirement obligation as an ad-
justment of that liability in account 
230 with the corresponding adjustment 
to service company property. The serv-
ice company must on a timely basis 
monitor any measurement changes of 
the asset retirement obligations. 

(c) Gains or losses resulting from the 
settlement of asset retirement obliga-
tions associated with service company 
property resulting from the difference 
between the amount of the liability for 
the asset retirement obligation in-
cluded in account 230, Asset retirement 
obligations (§ 367.2300), and the actual 
amount paid to settle the obligation 
shall be accounted for as follows: 

(1) Gains shall be credited to account 
421, Miscellaneous income or loss 
(§ 367.4210), and; 

(2) Losses shall be charged to account 
426.5, Other deductions (§ 367.4265). 

(d) Separate subsidiary records must 
be maintained for each asset retire-
ment obligation showing the initial li-
ability and associated asset retirement 
cost, any incremental amounts of the 
liability incurred in subsequent report-
ing periods for additional layers of the 
original liability and related asset re-
tirement cost, the accretion of the li-
ability, the subsequent measurement 
changes to the asset retirement obliga-
tion, the depreciation and amortization 
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of the asset retirement costs and re-
lated accumulated depreciation, and 
the settlement date and actual amount 
paid to settle the obligation. For pur-
poses of analysis, a service company 
must maintain supporting documenta-
tion so as to be able to furnish accu-
rately and expeditiously with respect 
to each asset retirement obligation the 
full details of the identity and nature 
of the legal obligation, the year in-
curred, the identity of the plant giving 
rise to the obligation, the full particu-
lars relating to each component and 
supporting computations related to the 
measurement of the asset retirement 
obligation. 

§ 367.23 Transactions with non-asso-
ciate companies. 

When a service or construction is 
performed for non-associate companies 
at an amount other than cost, the 
amount of revenues in excess or defi-
ciency of the cost on servicing the non- 
associate companies must be charged 
to account 458.4, Excess or deficiency 
on servicing non-associate utility com-
panies (§ 367.4584). A deficiency incurred 
in a project deemed beneficial to the 
associate companies may be charged to 
associate companies subject to dis-
allowance by a State Commission or 
Federal Commission having jurisdic-
tion over the rates or services of the 
associate companies. To the extent not 
charged, or if disallowed, the defi-
ciency will be charged to account 458.4 
(§ 367.4584). In computing charges to as-
sociate companies for any calendar 
year, any net credit in this account 
must be deducted from amounts reim-
bursable by associate companies as 
compensation for use of capital in-
vested in the service company. 

§ 367.24 Construction and service con-
tracts for other companies. 

(a) Expenditures made in the per-
formance of construction or service 
contracts, under which the service 
company undertakes projects to con-
struct physical property for associate 
or non-associate companies must be re-
corded in Account 412, Cost and ex-
penses of construction or other services 
(§ 367.4120). The service company must 
keep records pursuant to its cost allo-
cation system indicating the cost of 

each contract or project, the amount of 
service costs allocated to the con-
tracts, and the additional classifica-
tion of expenditures relating to 
projects that will meet the accounting 
requirements of the company for which 
the work is performed. 

(b) Account 412 (§ 367.4120) will in-
clude: 

(1) The cost of materials, construc-
tion payrolls, outside services, and 
other expenses which are directly at-
tributable to the performance of serv-
ice or construction contracts for other 
companies. 

(2) The cost of goods procured di-
rectly attributable to the performance 
of service or construction contracts for 
other companies. 

(3) The related salaries, expense of of-
ficers and employees, pay of employees 
on the service company’s regular staff 
specifically assigned to construction 
work, and other expenses of maintain-
ing the service company’s organization 
and equipment. 

(4) The support services performed by 
the service company in connection 
with the procurement of goods for asso-
ciate companies. 

§ 367.25 Determination of service cost. 
A service must be deemed at cost and 

fair allocation of costs requires an ac-
curate accounting for the elements 
that makes up the aggregate expense of 
conducting the business of the service 
company. In the accounts prescribed in 
this part, the total amounts included 
in the expense accounts during any pe-
riod plus the amount that appro-
priately may be added as compensation 
for the use of capital constitute cost 
during that period. 

§ 367.26 Departmental classification. 
Salaries and wages and all other 

costs must be classified by depart-
mental or other functional category in 
accordance with the departmental or-
ganization of the service company to 
provide a readily available basis for 
analysis. 

§ 367.27 Billing procedures. 
Charges for services to associate pub-

lic-utility companies must be made 
monthly with sufficient information 
and in sufficient detail to permit such 
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